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The Annual General Meeting of the 
Shareholders of Thermax International 

Corp. will be held on March 27, 1998 at 10 AM 

in the offices of Ballem MacInnes located at 
1800, 350 - 7th Avenue S.W., Calgary, Alberta. 


All Shareholders are encouraged to attend. 
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Thermax International Corp. carries on the business of man- 
ufacturing and selling, under license, down-hole thermoset- 
ting products to the oil and gas industry. The thermosetting 
products are currently used during drilling, production, 
workover and abandonment operations in the oil and gas 
industry. In addition, the Company provides technical sup- 
port through its engineering personnel and its own labo- 
ratory facility. The Company is actively involved in 
investigating new applications for its products in the 
mining and seismic industries as well as applications 


in civil construction. 


Thermax International Corp. is listed for trad- 
ing on The Alberta Stock Exchange under the 
symbol THM. 


PRES \(D EVN Tee Sa" Me Es Sa oe Ae Geel EO 


On behalf of the Board of Directors, I am pleased to 
present the 1997 annual report to the Shareholders 


of Thermax International Corp. 


During 1997 Thermax expanded its marketing 
focus beyond the Canadian petroleum industry. 
Thermax products were introduced to inter- 
national oil and gas markets, resulting in 
several direct sales to a company operating 

in Russia. In addition, in late 1997 
Thermax entered into marketing and 
distribution agreements with two 
major international oil and gas service 
companies actively operating in 
Russia. These agreements provide the 
Company with a solid, cost effective 
base to further facilitate sales into the 


Russian oil and gas market. 


guidance during the past year. 


TONE S HAG R ESE Ox Ve Dates Rers 


During the year ended September 30, 


1997, Thermax's success in marketing 
beyond the Canadian petroleum industry resulted 


in revenues more than doubling to $714,408. 


In August of 1997 Thermax closed a $500,000 private 


placement to finance ongoing marketing activities and 


reduce debt levels. 


I would like to thank our dedicated employees for their 


hard work and our Board of Directors for their support and 


The Company regretfully 


advises that Mr. Fred Coles has resigned from the Board of 
Directors due to his expanding business commitments. Mr. 
Coles has been a director since the Company’s inception in 1995 
and made significant contributions to Thermax’s growth. At 
the same time we welcome Mr. Mark Wayne to the Board of 


Directors and look forward to his guidance in the future 


growth of the Company. 


Thermax continued to broaden its expo- 
sure in the Canadian petroleum industry 

by adding three large pumping service 
companies as marketers during 1997. 
This now provides Thermax with a total of 
seven service companies to market and dis- 


tribute products in the Canadian market. 


Thermax’s marketing strategy has also expanded 
to encompass new industry applications for its 
products. The Company is currently evaluating 
applications in the seismic and civil engineering indus- 


tries both in Canada and Europe. 


Thermax is well positioned to build on the diversity and 
marketing of its products to achieve sales in new domestic 


and international markets during the next year. 


On behalf of the Board of Directors 


Zenon S. Kotelko 
President and Chief Executive Officer 


January 10, 1998 
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The following discussion and analysis Interest Expense 


compare the financial and operating 
results for 1997 with those of 1996 and 
should be read in conjunction with the audited 
consolidated financial statements of Thermax for 


the year ending September 30, 1997. 
Sales 


Sales for the year ended September 30, 1997 increased 
121% from $322,547 at September 30, 1996 to $714,408. 
This increase is largely a result of the Company’s sales into 


Russia during 1997. 
Cost of Sales 


Cost of sales for the year ended September 30, 1997 were 47% 
of sales compared to the 1996 ratio of 74%. This reduction 
in the percentage of cost of sales to sales produced a gross 
margin that increased from 26% in 1996 to 53% in 1997. 
The increased margin is due to the increase in sales, staff 


changes and operating efficiencies. 
Administrative Expenses 


These expenses increased from $304,148 in 1996 to 
$411,355 in 1997, but as a percentage of sales the 
administrative expenses were reduced in 1997 to 
58% of sales from 94% of sales. The actual dollar 


increase is the result of increased operations 


Interest costs in 1997 decreased 44% from $8,717 in 
1996 to $4,868. The decrease is due to a lower 
average cost of debt and reduced bank indebted- 


ness in 1997. 


Working Capital 


The net working capital position increased 
from ($17,810) at September 30, 1996 to 
$259,095 at September 30, 1997. The 
increase in working capital is a result of 
increased sales and a $500,000 private 
placement (raising $287,500 in cash and 
converting $212,500 of shareholder 
loans to equity) which closed in August 


of 1997. 


Shareholder and Related Party Loans 


The shareholder loans decreased from 
$200,000 at September 30, 1996 to nil at 
September 30, 1997. The loans were par- 
tially repaid in cash and the remainder were 
converted to equity as part of the private 


placement in August of 1997. 


Share Capital 


Share capital increased $528,141 (2,325,000 shares) 


and marketing. The percentage decline is 


at September 30, 1997 as a result of a private placement 


due to management’s intent to keep 


and the exercise of options. 


costs as low as possible without 


slowing the Company’s growth. 
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The accompanying financial statements of the To the Shareholders of 
Company have been prepared by management in THERMAX INTERNATIONAL CORP.:: 


accordance with generally accepted accounting 
We have audited the consolidated balance sheet of 
principles and the financial and operating 
Thermax International Corp. as at September 30, 
information presented throughout this annual 
1997 and the consolidated statements of loss and 
report is consistent with that which, is ae 7 : : : 
deficit and changes in financial position for the year 


SIGN gS ANE SET Sg ECTS then ended. These consolidated financial statements are 


the responsibility of the Company's management. Our 
Management has developed and maintains 
responsibility is to express an opinion on these financial 
systems of internal accounting controls, 
statements based on our audit. 
policies and procedures in order to pro- 


vide reasonable assurance as to the reli- We conducted our audit in accordance with generally accepted 
ability of the financial records and the auditing standards. Those standards require that we plan and 
safeguarding of assets. perform an audit to obtain reasonable assurance whether the 


financial statements are free of material misstatement. An 


External auditors appointed by the audit includes examining, on a test basis, evidence supporting 


Shareholders of the Company have the amounts and disclosures in the financial statements. 
examined the financial statements and An audit also includes assessing the accounting principles 
have expressed an opinion on the used and significant estimates made by management, as well 
statements. as evaluating the overall financial statement presentation. 

The Board of Directors of the Company In our opinion, these consolidated financial statements pre- 
has established am Audit Committee to sent fairly, in all material respects, the financial position of 


review these statements with management the Company as at September 30, 1997 and the results of 


and the auditere: Thel Madi Commu re eee its operations and the changes in its financial position 


for the year then ended in accordance with generally 
approved these statements on behalf of the 


accepted accounting principles. 
Company's Board of Directors. 


(tole oo ek Pe be nel ae Cee 


Deloitte & Touche 


Zenon S. Kotelko David Ewasuik Chartered Accountants 
President & CEO Chief Financial Officer 

Calgary, Alberta. 
January 10, 1998 January 10, 1998 November 7, 1997 
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1997 1996 
$ $ 
AGS *Sseerro 
CURRENT 
Cash 186,071 Cro, 
Accounts receivable 50,711 121,984 
Inventory 88,819 54,075 
Prepaid expenses 2,000 6,025 
Intangible assets (note 5) 245,921 333,949 
Equipment (note 6) 31,830 51,439 
ee Eg oe 


SSCHSSHSSSSSSHSSSHSHSSHSHSHSSSHHSHSSSSSSSSSHSHTHSSSSHHSSSHSSSSHSSHSHSSHSSSSHSHSSHSSSHSSSHSHSHSHSHSSSHSHSHSHSHSSSHSHSSHSSHSHSHSSHSHSSHSHSHSHSHSSHSSSHSSHSSSSHSHSSESSHSSSEHHESEEE 


EE AGB AUT ICLES 


CURRENT 
Bank indebtedness (note 7) - 30,000 
Accounts payable and accrued liabilities 58,940 149,550 
Due to related company 1,266 19,141 
Current portion of obligation under capital lease 8,300 9,520 
Oe oo Ge eS Ee eee ol ae oe aa 
Obligation under capital lease - 8,310 
Shareholder and related party loans - 200,000 
OE lla a ee tt tere rae 
Sepak Ht Ov, DE Ros, = E-Q:-Uu at TY 
Share capital (note 8) 1,300,536 71 2239S 
Contributed surplus 273)999 273,939. 
Deficit (1,037,649) (887,086) 
(a ac lll ee as 


Approved by the board: , Director 


, Director 
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Year ended September 30, 1997 


1997 1996 

$ $ 

SALES 714,408 322,047, 

COST OF SALES 334,798 237,839 
EexeReEsINESHESS 

Administrative A, 355 304,148 

Amortization and depreciation 113,950 104,351 

Interest 4,868 8,717 

S302 417,216 

NET LOSS (150,563) (332,008) 

DoE Colle, SIEGUINININ G Ole Wie AR (887,086) (555,078) 

DEEsrscC lia ERNUD, SO. EGa vac eAgk (1,037,649) (887,086) 
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LOSS PER SHARE (note 12) (0.02) (0.05) 


SHOHSHSHOHSSHHSHHSHSHSHSHSHSHSHSHHSHHHSHSHSSHSHSHSHSHHSHHSHHSHSHHHHSHHHHHHHHSHSHSHOHHHSHHSHOHHSHSHHSHSHSHHSHSHHHSHHHHSHHSHHSHHSHHHHHHSHHHHSHHOHHHHSHHHSHSSHSSEHHEHHESHHOEES 


eee een teeeomerPATE MENT OF CHANGES IN FINANCIAL POSITION 
Year ended September 30, 1997 


Sn eeesveassessrssesscconseasesereseeeseeseessessesOSOSESEsOESEeESsSEsOESSEEESSOSOSEESSSSOEOEEEESEESOEES SLES SeSeE Eee EESeSeHEeEEOEEEESEESE SEE EES EEE E ESE EDESEESESEESEESEESESSEESESESSEESEESEEHOEEESEEESESOSESSOEEDE SECO ESESEEteeeeeeesEEteEseseee 


SRE OlWr (OUST fot OW} -OoF eC ASH 
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OPERATING 


Net loss (150,563) (332,008] 
Items not affecting cash flow 


Loss on disposal of equipment - 258 
Amortization and depreciation 113,950 104,351 
(36,613) (227,399) 
Changes in non-cash operating working capital items (note 10) (67,931) (10,258) 
(104,544) (237,657) 


PNWEES TING 


Purchase of equipment (6,313) (7,105) 
Proceeds on disposal of fixed assets - Do 
(6,313) (6,580) 


Steen en senaeneenacasenenaenscesnssnesseteseesssesseeassennaeeesssssseseusesensseeessHeenssesseeenseeeSseDSSESEEeHeSeeeeseeeneesssEEeeeneeteseseeeneeeeeeteeEEeEes EE eeeEeseESEES ESSE SEES E EE EOEESHESEESESEESEESEESEESESEESEEEOESESEE HSE E EEO EEE OES 


FINANCING 


Repayment of shareholder and related party loans (59,865) (83,752) 
Advances from shareholders and related parties Y2y863 95,350 
Conversion of shareholder and related party loans to common shares (212,500) = 
Issue of common shares (net of issue costs of $4,359; 1996 - $0) 528,141 76,667 
Issue of common shares on acquisition of Thermo Star Products Limited 

(net of issue costs of $6,289) (note 3) - 318,045 
Repayment of financing under obligation under capital lease (9,530) (8,130) 

EON NS |, _ _ Ueda 
318,611 245,97) 

| so Gs TOSS 0 a ye 

TS GAG are tices etek 
CeMsetiereoosl | ON END) OF sYE AR 186,071 (21,683) 


COSHSSHSOSHSSHSHHSHSHSHHSHSHSHSHHSSHSHHHSHSHSHSHHSHSHSHSHHSSHHHSHHHHHSHHHSHSHSHHHSHSHSHSHHSHSHHHHHSHHSHHHSHHHSHHHSHHSHHHHSHHHHSHHHSHHHHHHSHHSHSHHHSHHSHOHSESHHSSHOEEE 


Represented by: 


Bank indebtedness - (30,000) 
Cash 186,071 8,317 
ee terre Te. ..n..ccvscsnsscnssscnscsnseennsoenees ae ae 
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NOTES TO THE GON SOVIDAT BD = FlwA NCA @so Alltec 
Year ended September 3 Oy were 


1. CONTINUING OPERATIONS 


The consolidated financial statements have been presented using accounting principles applicable to a going concern, 
which assume that the Company will continue in operation in the foreseeable future and be able to realize assets and satisfy 
liabilities in the normal course of business. 


The Company's continuation as a going concern is dependent upon its ability to generate profitable operations sufficient 
to meet its obligations as they become due. 


The consolidated financial statements do not include any adjustments to the recoverability and classification of recorded 
asset amounts and classification of liabilities that might be necessary, should the Company be unable to continue as a 
going concern. 


2. DESCRIPTION OF BUSINESS 


The Company carries on the business of manufacturing and selling, under license (see note 5), down-hole thermosetting 
products to the oil and gas industry. The thermosetting products are currently used during drilling, production, workover 
and abandonment operations in the oil and gas industry. In addition, the Company provides technical support through its 
engineering personnel and its own laboratory facility. The Company is actively involved in investigating new applications 
for its products in the mining and seismic industries as well as applications in civil construction. 


3. ACQUISITION AND BASIS OF PRESENTATION 


On April 19, 1996, the Company completed a major transaction whereby it acquired all of the outstanding common shares 
of Thermo Star Products Ltd. (TSPL), a private company. Under the terms of the transaction, the shareholders of TSPL 
received two and one half common shares of the Company for each share of TSPL tendered (1,711,982 shares in total). 


The result is that the former shareholders of TSPL acquired in excess of 50% of the outstanding common shares of the 
Company. 


As former shareholders of TSPL held in excess of 50% of the outstanding shares of the Company subsequent to these trans- 


actions, the business combination of the two companies has been accounted for as a reverse takeover of the Company 
by TSPL. 


Application of reverse takeover accounting results in the following: 


a) The consolidated financial statements of the combined entities are issued under the name of the legal parent (the 
Company) but are considered a continuation of the financial statements of the legal subsidiary (TSPL); 


b) As TSPL is deemed to be the acquirer for accounting purposes, its assets and liabilities are included in the consolidated 
financial statements at their historical carrying values in the accounts of TSPL; 


et ght 


oe eeeomeeremmcrom SOLIDATED FINANCIAL STATEMENTS (continued) 


c) 


Control of the net assets and operations of the Company is deemed to be acquired by TSPL. For the purposes of this 
transaction, the deemed consideration is the $324,334 ascribed to the 4,450,000 common shares of the Company 
outstanding when the agreement was signed. Accordingly, the common shares were recorded in the records of the 
Company for the deemed consideration less issue costs of $6,289. 


The accounting for the business combination on this basis can be summarized as follows: 


$ 

enn crnnrrrnrnennrrnnramanrrmnrnrn aye 
Assigned value of net assets of the Company 

Current assets 343,662 

Current liabilities (19,328) 

324,334 


Hee eeeeeecsenseaseeeesenseeeesseseeeessEEeBssEseeeesSESESE HEE EODSEEEEAESSEDEESESOH DOSES SEH SOHSOESSOESSEESEEEEEEESOSESEEEESOSOESEEEEELOSESEEEEEEEDESEESEEE ESOS SSEEEEEEEEEEEESEEE ESSE EEE SEESEESEEEeeeeeeeeEne® 


Excess of deemed consideration over net assets acquired. = 


SSCHSSHSHSSHSSHSSHSHSSSSHSHSSSSHSHSSSSSSHSHSSSSHSHSSSSHHSSHSSSHSSHSSHSSHSHSSHSHSSHSHSSHHSSHSSHSHSSHSHSHSHSSSHSHSHSHSSSSHSSSSSHSSSSSSHESESESESESE 


4. SIGNIFICANT ACCOUNTING POLICIES 


The financial statements have been prepared in accordance with generally accepted accounting principles and include the 


following significant accounting policies: 


a) 


b) 


d) 


e) 


INVENTORY. Inventory is recorded at the lower of cost and net realizable value. 


EQUIPMENT. Equipment is recorded at cost. Depreciation is computed using the declining-balance method, at a rate 
of 20% for office equipment and 30% for computer and lab equipment. Lab equipment under capital lease is amor- 


tized on a straight-line basis over the lease term. 


LICENSED TECHNOLOGY. The licensed technology is amortized on a straight-line basis over five years, which is the 
term of the license. Any renewal costs will be amortized over the renewal period to which the costs relate. 


DEFERRED COSTS. Deferred costs capitalized during the Company's pre-operating stage are amortized on a straight- 
line basis over 15 years from the commencement of commercial operations on October 1, 1993. 


MEASUREMENT UNCERTAINTY. The preparation of financial statements in conformance with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the reported period. Actual results could differ from those estimates. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEM E lito eeepereron 


A 


INTANGIBLE ASSETS 


1997 1996 

Accumulated Net Book Net Book 

Cost Amortization Value Value 

$ $ $ $ 

eS ae See Set ee eee Sees, 77 ie pe oe: 
Deferred costs 248,272 66,208 182,064 198,615 
Other 3,671 677 2,994 37239 
ia Sle sera tase ase Stare ee ee OeuES eee 


COHOSHHOSHSHHOSHHHHSHHSHHHSHHHHSHSHHHHHHHHSHSHHHHHHHHHSHHSHHSHSHSHHOHHHHSSHSHHHHHHSHSHHHHHHHSHHSHHHHHSHHHHSHHHHHHHSHSHHHOEOD 


The Company has entered into an exclusive licensing agreement for the manufacturing and marketing rights for Thermax 
products for the majority of the world. 


The licensing agreement had an initial term of five years which expires on March 25, 1998 and is renewable by TSPIL for 
successive five year renewal periods. The renewal fee for the first five year renewal (effective March 26, 1998 to March 
25, 2003) of $125,000 is due prior to March 26, 1998. The renewal fee payable by TSPL for each subsequent renewal 
period is an amount equal to five percent of the average net profits of TSPL for the three calendar years immediately pre- 
ceding each renewal date. 


EQUIPMENT 
1997 1996 
Accumulated Net Book Net Book 
Cost Depreciation Value Value 
Seen eee en eee e en eeeeeneeneeeaseneeneeesseeeesseseseeeees $ $ § § 
Laks Casimir i ae aie meee wo eee ree ao 
Office equipment 12,106 5,632 6,474 7,943 
Computer equipment 17,048 10,189 6,859 PENSE 
Lab equipment under capital lease 29,960 24,134 5,826 Ore 
sssdnduad fuesdaatadie deess area aneoea eanetenaee SORE EES ie ee 


SPOS HHHHASHHHHSHSSHSHSHSHHHSSHSHSHHHSHHSHHHSHHSSHHSHHSHHHHSHHSSSHSHSHSHHHSHHHOSSHHOSSHHOSHSHHOHHSHHSSHHOSHSSHSHHOHHSHOESEEES 


BANK INDEBTEDNESS 


The Company has available a revolving demand loan in the amount of $50,000 of which nil (1996 - $30,000) was drawn 


as at September 30, 1997. Interest is charged at a rate of prime plus 1.5% per annum. The loan is secured by 
shareholder guarantees and an insurance plan. 


See omeieeemceom| SOLIDATED FINANCIAL 


8. SHARE CAPITAL 


STAT EMEIN TS 


Number of Common Shares 


(CONTINUED) 


SOOO COO eRe eT eaeesseeeesesOe ST ESESOOEHODOSESSEHOOHESOSEHEEEEESEESOEOETTOEEDEE OOOO OSES LEESESO DIELS ESSE OOO EE OEHO SHEE LOSE SOOO OS EOE EEE TOSSES OECD OEEH EEE EESEEEESEE SES OE ESO OEE EE EE EEE EEESESEE DEES EDEEEE TEES 


Authorized 
Unlimited number of common voting shares 
Unlimited number of preferred non-voting shares 


Issued 
As at April 19,1996 
Shares issued to acquire TSPL 
Expenses of issuing shares 


4,450,000 
A DUD SPN) 


324,334 
454,350 
(6,289) 


Sem cee cer eecenscceseenseescncresenseeseeenseeseesssesssseesseees seuss eeeeeeseDaseEEeeeeseseesesesessseesesessSEEEeeseEeEEeeHes esse eeeEeESE ESE SESSEEEEEEE ESSE O EEE EEE EEESSEEEESESEE EOE ESOE SOE SEEEEEEESEESES 


Balance as September 30, 1996 


Issued upon exercise of option at $0.10 per share 
Private placement at $0.25 per share 
Expenses of issuing shares 


SRAZ TSC 


825,000 
2,000,000 


See eeveseecenecersseeseeessveeeseseeeneoeeesesseseonesseeess HODES ESOT SOE OPOOFOESOT SEEDED EEESEOES ESD ESOOL SSDS OSES EES ESOS SESEES HODES OE EHH DOE SOS EEE SEES TEESE OES EEOEEOE SEES SSEEES ESE EOE EOS OSEOEEOES ESOS EEEEEES 


Balance at September 30, 1997 


11,052! Ode 


| ROO), SSO 
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Stock Options 


At September 30, 1997, the Company has granted stock options for common shares to certain directors, officers and 


employees entitling them to purchase 600,000 shares at prices ranging from $0.10 to $0.40 per share and expiring from 


October 1, 1999 to July 24, 2001. 


9. INCOME TAXES 


The Company has loss carryforwards of approximately $780,000 which are available to offset taxable income. The first 


of these losses expire in 2001. No recognition has been given in these financial statements to the potential tax benefits 


which may result from these losses. 


10. CHANGES IN NON-CASH OPERATING WORKING CAPITAL ITEMS 


PTT TTT TTT TTTTTTTTTTTTTT EET LLL eee 


Accounts receivable 

Inventory 

Prepaid expenses 

Accounts payable and accrued liabilities 
Due to related company 


PPPTTTT TITTLE) 


(34,744) 
4,025 
(90,610) 


(67,931) 


(1,725) 
(30,661) 
(16,745) 


Prererrerterreretrt terete 


(10,258) 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEM E }iSeone ee 


. RELATED PARTY TRANSACTIONS 


During the year, the Company purchased goods in the amount of $23,491 (1996 - $38,101) from a company in which a 
director and major shareholder has a controlling interest. These transactions were made on the same terms and conditions 
as purchases from unrelated companies. 


. LOSS PER SHARE 


Loss per share has been calculated using the weighted average number of common shares of the Company actually out- 
standing during the respective fiscal period. Fully diluted loss per share is not presented because of its anti-dilutive nature. 


. COMPARATIVE FIGURES 


Certain of the prior year's figures have been reclassified to conform to the current year's presentation. 


. FINANCIAL INSTRUMENTS 


The carrying value of the Company's financial assets and liabilities, which are accounts receivable and accounts payable 
respectively, are not materially different from their fair value due to the near term nature of these assets and liabilities. 


There are no significant interest rate or concentration of credit risk associated with these assets and liabilities. 
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